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The American Public Power Association (APPA) appreciates this opportunity to comment on

SBC's and Ameritech's proposed conditions to the Commission's approval of their application to

transfer licenses and authorizations. APPA is the national service organization representing the

interests of more than 2,000 municipal and other state and locally owned electric utilities located in all

states other than Hawaii. Approximately one of every seven Americans receives electricity from a

public power utility operated by a municipality, a county, a state, a public utility district, an irrigation

district, or a similar entity. Seventy-five percent ofpublic power's 2000 utilities serve communities

with populations ofless than 10,000 people.

While the conditions that SBCIAmeritech propose may contribute to increased competition in

some of the Nation's major population centers, they will do little to foster competition and accelerate

the deployment of advanced telecommunications services in the rural areas. Public power utilities are

providing or facilitating the provision of advanced telecommunications services in many rural areas

and in the absence of barriers to entry, could do so in many others. But SBC is aggressively

promoting anti-competitive state measures to thwart them from doing so. APPA, therefore, proposes

that the Commission approve the merger only on the additional pro-competitive conditions discussed

below. ~o. of Copies rec'd /7' r V
Ust ABCDE LLJ..+.-.a



INTEREST OF APPA

Over the last century, hundreds of communities that were not large or profitable enough to

attract private power companies banded together to create their own electric utilities, recognizing that

electrification was critical to their economic development and survival. Public power utilities also

emerged in several large cities, in which residents believed that competition and consumer choice was

necessary to lower prices and raise the quality of service. These cities included Los Angeles, Seattle,

Cleveland, Nashville, Jacksonville, San Antonio and Austin.

Today, the patterns that marked the evolution of the electric power industry are repeating

themselves in the telecommunications industry. As private telecommunications providers focus on

large, lucrative markets, many smaller communities are at risk of falling behind in obtaining the full

benefits that access to advanced telecommunications services can bring in the Information Age.

These benefits include the ability to attract new and retain existing businesses, the ability to provide

information, data, images and learning techniques to schools, classrooms and libraries, the ability to

improve the quality and reduce the costs ofhealth care, and the ability to achieve a high quality of life.

Many of the communities served by members of APPA have concluded that the only way they will

obtain these services in a timely manner at cost effective rates is to provide these services themselves.

APPA has members in every state in the geographic region that SBC/Ameritech have

proposed to serve through their merger. These public power utilities may be in the best position to

offer immediate access to advanced telecommunications services to their more rural communities. In

recent years, many ofthese public power systems-like their private counterparts, the investor owned

electric utilities--have upgraded their telecommunications infrastructure to support their core business

of managing the flow of electricity and the metering and billing of electric service. Many more will do

so in the next few years. The newly installed telecommunications infrastructure can readily support

the provision of video, voice, data and other advanced telecommunications services, either by the
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pubIic power systems themselves or by third-party joint venturers or contractual providers of such

services. By optimizing the existing and planned telecommunications infrastructure, public power

systems can accelerate the pace of deployment of our national information infrastructure, facilitate

local competition, advance universal service, and minimize wasteful, costly and duplicative burdens

on streets, poles, ducts, conduits and rights ofway.

Unfortunately, SBC has worked vigorously to prevent public power utilities from providing

telecommunications services, even in rural areas where SBC has no present or foreseeable intention to

provide such services itself. SBC has devoted enormous resources to state legislative campaigns in an

effort to eliminate competition from public power utilities and has already been successful in having

state legislative barriers to entry language enacted in Texas, Missouri and Arkansas. If the

Commission approves the merger without appropriate safeguards, SBC will likely continue these

efforts. These anticompetitive activities are clearly designed to undermine the goals of the

Telecommunications Act. With these comments, APPA urges the Commission to prevent

SBCIAmeritech from exercising the even greater market and political power that they would have if

the merger were approved, in furtherance of anti-competitive activities in their existing and new

service territories. APPA also urges the Commission to condition any merger on SBCIAmeritech

taking effective action to undo the damage that it has already accomplished.

DISCUSSION

On July 24, 1998, SBCIAmeritech submitted to the Commission their "Description of the

Transaction, Public Interest Showing and Related Demonstrations," which included numerous

affidavits and other attachments. These documents detailed SBC/Ameritech's plans to expand their

services in international markets as well as in 30 major cities outside their current service areas. SBCI

Ameritech said nothing about offering advanced telecommunications services any time soon in either
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in-region or out-of-region rural areas in the United States. Indeed, they used the term "rural" only

once - in describing a program in South Africa.

Following months of study, the Commission's staff raised a number of significant concerns

about the claimed competitive and consumer benefits ofthe proposed combination. On April 1, 1999,

Chairman Kennard wrote a letter asking SBC/Ameritech to address several of these concerns,

including the following:

How can the Commission be assured that the merger would promote the objective of
the Telecommunications Act of 1996 to encourage competition in all
telecommunications markets?

How can the Commission be assured that the public will promptly receive the claimed
benefits from the proposed "nationalllocal strategy" in view of section 271 ofthe Act?

How can the Commission be assured that the proposed combination will serve the
Communications Act's public interest mandate by improving overall consumer
welfare?

Following receipt of Chairman Kennard's letter, SBC/Ameritech developed a list of 26

proposed conditions that they suggest should satisfy Chairman Kennard's and the staff's concerns.

Condition number 20 addresses deployment of advanced telecommunications services in rural areas:

20. SBC/Ameritech shall take the following steps to ensure that its
deployment of xDSL services in the SBC/Ameritech States is
not discriminatory:

a. SBC/Ameritech shall reasonably classify all SBC/Ameritech
wire centers as either urban or rural wire centers for purposes
ofthis Section.

c. SBC/Ameritech shall identify the 10 percent of rural wire
centers in each SBC/Ameritech State that have the highest
proportion of low-income subscribers, as estimated by using the
latest available census data ("Low Income Rural Pool"). After
SBC/Ameritech deploys xDSL in at least 20 rural wire centers
in a particular state, at least 10 percent of the rural wire centers
in which SBC/Ameritech deploys xDSL in that State shall be
wire centers from the Low Income Rural Pool.
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On its face, this proposed condition does not commit SBCIAmeritech to extending xDSL

technology to rural areas according to any particular timetable. Even when SBCIAmeritech do begin

to deploy xDSL in rural areas, their proposal would only obligate them to serve two (2) of the lowest

income, and possibly smallest, rural areas in a state. Furthermore, xDSL services are insufficient to

support the applications necessary for economic development, equal educational opportunity and

modem health care. The SBCIAmeritech proposal therefore does not yield affirmative answers to any

ofthe concerns raised in Chairman Kennard's letter.

The shortcomings of SBC/Ameritech's proposed conditions with respect to rural areas are

exacerbated by SBC's promotion of state barriers to entry by public power utilities. SBC has

enormous influence in state legislatures. 1 As indicated, it has already used its power to obtain barriers

to entry by public power utilities in its present service areas, including Texas,2 Missouri3 and

Arkansas.4 SBC will likely continue to seek anti-competitive measures elsewhere ifleft unchecked.

It is one thing for SBCIAmeritech to ignore the interests of rural communities while pursuing

more lucrative opportunities in major markets. 5 After all, as the history of the electric power

industry confirms, that is how the private enterprise system operates. It is quite another thing,

however, for SBC/Ameritech to ask the Commission to approve their merger on public interest

2

3

4

5

A recent article describing SBC's influence in Texas, and how it has gone about obtaining and
maintaining it, is appended as Attachment A.

Section 3.251(d) of the Texas Public Utility Regulatory Act of 1995, codified at Texas Pub.
Util. Code § 54.202, et. seq.

HB 620 (1997), codified in Revised Statutes ofMissouri § 392.410(7).

Ark. Code § 23-17-409 (1998).

Royce Caldwell, president of operations at SBC Communications, candidly admitted to the
Wall Street Journal that "[t]here is a large percentage of telephone customers that nobody
wants to serve. . . . It is unrealistic to think that every customer is attractive to the
marketplace." "After Years of Chaotic Competition, Phone Industry Is Ruled By Four Firms,"
Interactive Wall Street Journal (March 8, 1999, p. Bl).
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- grounds while SBC simultaneously works to prevent rural communities from helping themselves to

obtain prompt access to the benefits of the Information Age through their public power utilities.

Such actions by SBC are inconsistent with the purposes of the Telecommunications Act and are

contrary to the public interest, as they contribute to the growing disparity between rural and urban

areas that Congress and the Commission have often condemned.6

Public power utilities are prepared to help rural and urban distressed communities overcome

the digital divide. In this proceeding, APPA is not seeking a subsidy for the provision of advanced

telecommunications services, but elimination of SBC-sponsored state barriers to entry of public

power utilities. If, however, arbitration panels find SBC to be in violation of the proposed conditions,

APPA suggests that SBC pay liquidated damage penalties to each state public utility commission in

the states in which violations have occurred. The amount of the penalties would be commensurate

with the damages caused to the states and their residents by the lack of universal availability of

advanced telecommunications services. The state PUC(s) would then utilize the funds to help

support advanced telecommunications service deployment.

RECOMMENDATIONS

To enhance the public interest, APPA recommends that the Commission require

SBC/Ameritech to agree to satisfy the following additional conditions as a prerequisite to the

Commission's approval ofthe merger:

1. Cease and desist from promoting or supporting, before any state or local governmental
entity, any measure that may explicitly or effectively prohibit any entity, including any
public power utility, from providing directly or indirectly any telecommunications service.

6 A recent report by the National Telecommunications and Information Administration found
that Americans living in rural areas are 25% less likely to be connected by PCs or the Internet
even when holding income constant, Falling Through the Net: Defining the Digital Divide, A
Report on the Telecommunications and Information Technology Gap in America, July 1999,
US Department of Commerce, National Telecommunications Information Administration.
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2. For each state in which SBC/Ameritech will do business if the merger is approved, furnish
the Governor, the leaders of both parties in each chamber of the state legislature, the
chairmen and ranking minority members of the legislative committees with jurisdiction
over telecommunications matters, the chair of the public service commission, and the chief
elected official of each city, county and town that SBC/Ameritech seeks to serve, a written
statement that SBC/Ameritech opposes adoption of any new legislative or regulatory
measure, and supports repeal of any existing measure, that may explicitly or effectively
prohibit any entity, including any public power utility, from providing any
telecommunications service directly or indirectly.

3. If state arbitration panels or the FCC find SBC/Ameritech have violated these conditions,
state arbitration panels will order SBC/Ameritech to pay liquidated damage penalties
commensurate with the harm caused to their respective states and residents. The
respective PUCs shall utilize the penalties to support universal deployment of advanced
telecommunications services.

Ja es Baller
ean A. Stokes

The Baller Herbst Law Group, P.C.
1820 Jefferson Place, N.W.
Suite 200
Washington, D.C. 20036
(202) 833-5300 (phone)
(202) 833-1180 (fax)
jim@baller.com (Internet)

Attorneys for the
American Public Power Association

Of Counsel

Richard Gehman
General Counsel
American Public Power Association
2301 M Street, N.W.
Washington, D.C. 20037
(202) 467-2934
rgeltman@appanet.org

July 19, 1999
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Honorable Harold W. Furchtgott-Roth,
Commissioner
Federal Communications Commission
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Washington, D.C. 20554

Honorable Michael K. Powell, Commissioner
Federal Communications Commission
445 Twelfth Street, S.W., TW-A325
Washington, D.C. 20554

Honorable Gloria Tristani, Commissioner
Federal Communications Commission
445 Twelfth Street, S.W., TW-A325
Washington, D.C. 20554

ITS, Inc.
123120th Street, N.W.
Washington, D.C. 20036

Janice M. Myles
Federal Communications Commission
Common CarrierBur~ Room 544
445 Twelfth Street, S.W., TW-A325
Washington, D.C. 20554
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Richard Hetke
Senior Counsel
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39th Floor
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Paul K. Mancini
General Attorney
and Assistant General Counsel
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175 East Houston
San Antonio, Texas 78205

1 esBaller
Sean A Stokes
THEBALLERHERBSTLAWGROUP,P.C.
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WHEN HEAVYWEIGHT SOUTHWESTERN BELL GETS INTO A
BRAWL WITH AT&T AT THE LEGISLATURE, CONSUMERS­

THAT'S YOU-ARE THE ONES WHO GET BEAT UP

BY STUART ESKENAZI

f
f,
II,
;:
i

II sI;ut.~I wilb a lady in lilt· clouds issuilllf you a ,'bal­
klllf" in a :IO·St'('olld 1VClllllmt'flial.

"As yoo kHlk at your lIexl p11t111l.' bill." Sbl' said as ,lark
bilklws mlIVt'll raalidly ao:russ 1111' sky IM'bilid IlI'r. "Iry
_Imak,· SC'lIl1r 001 nllhe 'at11hal iI's III1'n·l·x...·llsivr
Itlnll wilhin T,'us lban it is I......Uanulhl'l' slalt·."

1111' lady "tluke iJldignalllly as yoo lay so......• IItI yuur
SC.~•• ~I1Jal's righl: she said. "II t"tlSls 11.....1' I" .'alI'rtHn
MOIr'a 10 Midlalld lban il durs lrlltll Marlalu HtHlullllu."

IIl1w "lIIllbll be? you lboughl.
"SlIlIlhWt'Sll'f1l Bell, GlE. and other lot'a1I1ItIllUIIUIirs

IJaVt· 1111 ...1t~·liVt·''OIIlJlI'\itiun."ft'·XIJlaiIll.'tI. "a1k.wing
Iht'm 10 St'1 lOllg-dislllllt't' at'\'elll\ rail'S Ihal are aJl1IRIIl
11M' highesl in thl.' •·....lIlry..

Vuu didll'l know lII' .'('l·!Ill rail' (rum a prUnr rat... bUI
y..u _rr galk'll at Suulbwl'Slem u..IL

And ft was glad.

'11.., lady ill IIII' ,'klllds' .H\-Sw ,k·blll dllrillg Ih"fall u,
I!Ui 10I1I1It·1..~10I hi/lh·slak,'s s UIt· uV"r 1t'11'I"""I1' sl·r·
vi...·lIml is wurkill/l IlIw;lrd ils Ik·III.II.'lIlt·1I1 ;11 1111' T,'xOls
I'·Kisl:dlln'. III a k'lIishlliVt' SC'ssitlll ,k'Vuid u, allY ,·risis.
AT&T b.·llk..I,·"·;,,,· "'It· wilh ils harrill,..•u"IV acls Ihat
sl~lw," ..1all ...,uOIlly OIlU/fl·S.";V., ad nlllllllligll by lit·lI.

I'·/lisIOllllrs. k""uly aW'If'· u'lllI' slunll,'kNllls swirlillll
ttytOr i":l't..S~ rah's. 1.·t·I ••n..ssu ...·d In ill". St.mt'lmw.
SlIlIk' wOly. "1111111' all"'·I1.·.· ""h.· atls. iI's 1111t's1illlmhk'
wht'lh"r II... 1"lIislallln' wIIIIl,1 "V"II I..· il..·li,"·cI III cllI
",,),.hilill 1111 Ih,''''' iss,...s." ",ys Ik", S)'IVt'sh'r Tllm"r
U'II1111s1ulI,

V", ..·I'·!"UlIIlIllllli,·aliuus i,; a slllljt'I'1 Ih;,' "V"II lIu'
IIIIISI k·arll.·.. III 1I'/lis~lIurs 1I;,s '","hk' 1I11c1....sl.lIl1lilll/.
S...·lIIilll:ly illll...·III11IS hill 1;111111101111' ..;I1I s1 '·III1S1I1...·rs
lIIilliulis ul dullars. III II... hilS'" IUI~'sS a k,,·ulllllllllli
I·;,I;UIIS hill '"'''IIfI' Ih.· Irlli"Jahlll' shills """"11" May

31. k·gislalors arr IM.isc·d III lIIakl' a dt.·l:illi..11 wilh..ul
....a1ly graspillg Ihr illll..i<·atilllls.

As ..Ill' legislat ..r l'Uls il. IIII' Id"l'ummunkaliCllls
lrl.'igbllraill has 1t·1111..•Slali..lI. And just in ca!ll" k-gisla·
I..rs ,..rlC.1Ibal II..on- ill lIt.lllmillg back. AT&T has II...
lady ba.:k III' y..ur'IV. slill sc·al...1inlr'"'1 0' a bat'kdr"ll
.., sl..nn l'kJUdll bul "tM!f1illj( a differenl hainlt'IIIHI issn
illg a ,·a1II.. annll. "1)"lIIa,"I It.w phone bills: sM says
as !iht. shuns b..r lisl "" b"r kbaki-<."Il¥t'I't'tI knt.'l.'.

V..u are' ulldl'r h"r Sllt·lI. Vuu ,·itlM·r calli.... lulHre..•
lIulllb,'r ..r call UI' II... W.·b sile Ihal alllM'ars 0'1 lIu'
SlTt'·I•. FreNn Ibl...... a group ealk..1Texas l'lvtJll'rshq.lor
l·OIlI\..1ili"IIl.'llCourolgl"S yuu 10 ctllllat1 your slatr k-p·
IatoramI, dam il. yoo're' mad. lltJ y..u do just thai.

C..IIKralulatwIlS. Whal yuu have just dOllr is hftt.'all
flanlt·s Ibal a1111..st,'t"r1aillly arf' g..ing 10 l·lIIIlt· bat'k I..
tlillj(" y....r bt-hi.lld III1d IIlUll(' 0' olbl'f re5idt.·nlial tII."IIt·
CUsl"lIlt·rs.

'1111' hilly. yUlI sc..•. is a Irall'l.'..r AT&T. And silt· has
dral....1y'MI illl.. AT&rs Will"'" 1.........1with SUlIlhw.'SIt·rn
IIt·11

AT&T SC"'S Ill'll ;IS ;1 'ulnr.· •·..IIIII... il..r illl..IIK·dis·
1;111...·. I,M·all..n"..•• alld ..Ih,·r 1,·k..·..IIIIRUnk-ali..lIs St·r·
Vk·"S. Sillt·,· F,·bmary. AT&T has .....·111 aIMNl1 S!i lIIilliulI
1111 IM.lili,·;,1 ads. a......relillj( Iu 'ilings wilh 1110' Tuas
Elhit's ('11l11l11is,.j,,,,. 11t'11 SIMlkl'lilnan Gk'R11 Stllil" says
IJtoIlims n~.I ..h...1AT&T d,,11ar '..r d..11ar 1111 ,k''''lIsc' ;lIls
Ihal sl;nn AT&T. '111" slra"'j()' bd,illlllb.· AT&T ;ltls is
I.. ",·ix.· 1II"IIIilS 'rulll 11t·1I by 11f"sslIrillj( Ih.· IA·Kisl;lIm,·
I.. '·I·,h,,·.·I"lIg,disl;u..·1' an·'·...s It..·s,

All ac ·ss It..• is lilt· sure·harg.· Ikll illllltlSt·s IH' klll/l'
,Iislall · •·..lIIllalli.·s. illdudillK AT&T. III 10111 illill Ill'll
li...·s wilhill II..• Slal.·. '11... It..·• cllrn'lIlly 11.1;:1 n'lIls a
lIIinnl,·. 1I"ls '101......1d..wn I.. )' • '·usIIIII,,·r. ''V''')'
linll' y"ll 111;,1'1' a I..nj(·dislall. wilhin IIle Sla..•.
c a .. ··
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That's why long-distance companies like
AT&T charee you more to call from ~Iarfa

10 Midland than from Marfa to Honolulu. It's
not their fault. It's Southwestern Bell·s.

But before you become an AT&T soldier
and contemplate how sexy you look in l'8lllllU­
flage. undentand thai as you liiht for AT&T.
you are actually helping Southwestern Bell.
Whenever Ben gives a little at the ~sIature.

it expects to take a lot in relUm The company
almost assuredly will walk away from this
6ght with a tr~ of ntw rights, includini an
ability to raise prices essentially at will on
most of its services.

That's because no company is as plugged­
in al the Legislature as Southwestern Bell.
\"ith more than 100 lobbyists trolling the
Capitol halls on its behalf. with a welJ.earned
reputation as a company committed to c0m­
munity philanthropy. and with 25,000 labor­
ers across Texas wearina a union label. Bell
enjoys advantages like no other special inter·
est that asks the Legislature for favors.

The more candid of legislaton admit they
have a hard time saying no to Ben.

-Bell is aggressive. and it's just a matter of
aD individual legislator being able tD accept
that aggressiveness: says Rep. Roben
Puente, a San Antonio Democ:rat and one of
the few legis\aton lOIIgh eoouih to staIId up
to Bell. ·U you can accept it and hear their
point of view and sliII stand your ground. weI1
then I think that's what the voten want of
you. And if you canl stand up to them. weD
then I think the VOlen need to know thai tDo.·

What Soulhwestem Bell wanlS. and prott.

....T.." " .-.
1IIouClIl tIlI .........
Ita'l'R'lIIU....,.. .. IlIIIl '"__ iAbrlI ..".
lIlI_ _ .._ ..

.....LIIII*w. " ....
lIIIMr, T&T .........
.., tIlI .......
'*-'".., " ............................

bll' will gel. is ireed<);'!", 10 '3lse ~3ies on
nearly all oi its ;e1'\·ICe,. eile.:un·iy gening
the siale's regulalor. ;h" Public l'lility
Commission, oul ()! its bu;m..'s. Taking note
oilhe !.egislatu're·" prodi,ity to lower a.:cess
rates. &11 is ..iUinjZ to neg'l!i3te 3 redul"tion
pyen though the company in,i,;!; the ,,'listing
rate subsidizes a loss it incur; from k,'t'ping
the basic rates ior local sel'\'ice among :he
lowest in the nation.

.-\lthough the legislation now und,-r ,·on,id·
eration in .\ustin l·han.~es aImo-t hourly. BtoU
appears willing to appease lJwnlaker- by
agreeing to freeze that basic re~id"ntia1 rate
along ...i!h the price of ils OIost popular Prt~

mium service..:all waiting. until pt-map" ~~))5.

In exchange. the company '.,;ll be all;" w .;c."
prices for just about <"Vef)1hing "I.....ith""t
pec interference.

PI.:c Commissioner Judy \\'al~h rt'Pf'atedly
has warned Iegislalor!' of :he dangers oi giv.
ing Bell 100 much pricing tlexibility too
quickly. Although legislators mO"ed to open
local phone service to compt'tition wilh it;
1995 telecommunications reiorm la.... Bell
remains Texas'local phone monopoly. Bell
diSlliTftS. pointing to the 200.plus companies
licensed to provide local phone ,;e,.,,;ce in
Texas. The fact remains. though. thai Ben has
!11 percent of the customers ...itllin the mostly
urban markets ...'here it does business.

•A market with a 97 percent mark"t share
will not police itself: Walsh told a Senate
committee necently.

Walsh. along with smaller phone compa­
nies that want to be able to compete in local
residential service. figures Ben ...i11 engage in
predatory pricing. They fear that Ben would

"I THINK IT'S A
VERY WRONG
PORTRAYAL

FORANY80DY
TO TELL ME,

'LETICIA, YOU'RE
THEHOFOR

SOUTHWESTERN
BELL,' AND YET
THAT'S WHAT

THE OTHER SIDE
WOULD HAVE

YOU BELIEVE."

chase IWIY competitors by charging cut
rates on services. and that once competitors
!moe left Texas. Bell would raise its prices.
which it would be able to do without state
regulatory interference. The shon-tenn ben­
rit of low prices is outweighed b)' the long·
term consequence of high prices charged by
an unregulated monopoly. they argue.

So would consumers benelit al all from
the Bell trade-ofl?

It's possible. perhaps even probable. that
lonll-distance companies will pass on the
IICC6Kharee Reductions to cuslomers. but
leeislaton can't guarantee Ihal-although
they mieht try to convince you they l"3IL E~n
if the saviJIgs are pasaed on. not all custo~
would benefit equally. Business custome~
could experYnce a bonanza al the expense 0:
residential custDmen...\nd customen wh(
rarely place lonll-distance calls within th,
stalIe millbt lee annual savings that amount I(
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thus do aD the other SlIIff that AT&T and c0n­
sumers hale.·

The 1ady's head most assuredly was ill the
clouds.

~~ pocket change.
Legislators say they want to pass a

te~ommunications bill that is good lor COli­

sumers. But ill the frenetic pace 01 a 14(k!ay
legislative session. they have golteD caught
up in the lobb)'ing. They are casting this
fight as Bell YS. AT&T, when, in fact. it is Officially. it's ailed Houle BiD 1701. Some lee-
BeD and AT&Tvs. )'OIl. isIalors. ilr!limplicity'uake. call it "Bell's bill-

Some legislators admit that when they ·Around our hOUle; SIys COIIIUIIIef advo-
decide their VOle on this most complex of Ire- cate Sheila Holbrook.White, ·we call it
islation, they wiD consider factors that have tbe telecomlDunicatioDs wet dream for
nothing at aD to do with the merib of the bill Sou~BelL·
They will consider that Southwestern BeD is UnotbiDi elle. the biB is a telaIneat to the
based in Texas whi\e AT&T is based ill New confidellCe and JIOftS' that Southweslern BeD
Jersey. They wiD consider Ben', sparldiDa widdsatthe~MoretbllD35H..­

record of community IeI"fioe. They will COlI- memben feD D"er themlel¥es to lip OG •
sider the job lIeCUrity of Bell's 25.000 lIIIioa ~s eva tbou&h the biB would iuIft
worken. They will CXXllider the lrUIt dIat _ lowered access charres a pUDy 2 centl a
have buih DYer the yean with BeD IobbyiIla. miDlI\Ie wbile JiviDI BeD fuD COlIlr1II DYer let­
And they will pick their side accordiqly. tina a own prices on a boIdoId of semc:es.

And Bell driven by prolit and an inteue iDcludiDa caD JorwvcliDa, caD retum. caDe!'
desire to relaiD its monopoly DYer \ocal pboDe m, IIlree-...,. caIIinL~ cliaIiDc. direcIory
service inT-. wiIl make c:ertIiD that it is aasiDIce, and ISDN IiDeI.
rewarded baDdlOIDely for itlucri1ice of It aIIo would haft let BeD J.mcb a new..
reduc:iJIIlllC:eII cbarps. vice limply by Ii'riDr 24 houri' notice to the

•AT&T WII boist with a own peard,• .,. PUC. RiIbl-. BeD IDIIIl ao throuIh...
Janee Briesemeister. senior policy ana1yJt ines IIId IeCIft PUC approval beift__
with the soutbwest reaional office of a Dew lerYice. While the bill would have
ConlUlllerl Union, whicb advocates more frozm the IIlDDtbIy price b' bIIIic midential
competition ill loca1 pboDe It!'Yice. "They Ire service It wbal it bM been IiDce 1984-iD
the architect of their own doom. They haft Dan.. $10,40-lt would ba'te let BeD add
forced the Leaialalure to do 1OIDetbiq. but ~ai_a"
BeB.....~\-tp...~.quidlftqIIlt ...,.".c••u ••••••••••••

Jw. fl., ,10"1 io tJ"e

_ep.~T_'If..... taIIIa ItrIItM Ueut IIlI prIIrIlIa ... IM ......... tit..,
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When the bill WIS~ ear!ifr"V1is year.
Southwestenl Bell; WIS nol 1is:te?'Ii its chief
author. Thit's aptJl~~~1Iead. the
biD carried 1he IIlIIDl! iif~:TfIcia Van de
PutIr. a SanAnt.cm5~ Who lain' this
year is eipectrd to IaIiDch a c::ampaip for aD
open stair senate sea One of her opponents
is likely to be Puente. her House colleague
with I repulaIioo iIr IlaIIdinr up III BeD.

Van de Putte SI)'S that althoup she filed
lIB 1701, she woukI nol~ supported the
ori&iDaI iIl!nioo--dIe~ dream"~ "It
looks very much IiR Southwestem BeD and
GIl; (the company thlt monopolizes loa!
phone service in rural Texasl would be
enhanced by that bDL And I filed it just like
thlt. GowinI' thlt durinl the le~slative
IJI"OCeII, it would chanp. But you __ IIart

from your weakest pom I needed thinIs in
that biD !bit (\mew (0lUId~up.~

For her ~bIeI, Vm. PuIte,I,4+yeIr·
old phannacist and mother of am. is beiDl'
cIIaracleriIed rather audelJ.

"I thiak it's I very WI'OIII portrayal iIr 1111"
body to tell me, ·uticia. you're the bo for
SouthwesterD BeD.' aDd Jet that's what die
other side wauId have you beIietIe.o Van de
Putte 11)'1 AT&T is threateniDr to ___

\~~~Z.~
.....__..( ciaIs deny rnakiDI' any such threaIa.

/-/(r.,,,;., ",i"i -~ dst"

RiS. AT.,.r 6If;-

Before this session. Van de Putte was
known amonl' legislators as a cheerful col·
league since 1991 who had yet to become a
major player. As she took on the bill'"! bill
of her political career. she soupt the assis­
tance-and perhaps the co.~r--of Rtp, Tolly
Goodman. an Arlington Republican who .its
next to her on the House floor. The dgar­
chewina lawyer with the thick. graying mus­
tache is widely regarded around the Capitol
as ooe of the fllOl\ fIIYS.

He shepherded the rewriting of the state's
jweni\e justice laws in 1995. He played watCh­
dol' over former Attorney General Dan
Mol1lles' bumbIinr chikkupport enforcement
division. His name is mentioned by Capitol
insiders IS someone who. by all rights. should
be the nexl House speaker~ that every­
one Icnowsthe lobby would never stand ior it
becauJe ofhis independent ways. ,

TOl'ether. Goodman and Van de Putte
thoul'ht they could marshal through the
u,islature a telecommunications bill this
session that would be I'ood for consumers
and make Southwestern Bell happy at the
same time. They are findina out that they are
ill over their beada.

'1bese~ two \eriSlators who are experi­
enced 1e8is\ators, but not in te\ecommunica­
tioaa,0l1l)'I Edwin Rutan. AT&rs southwest
reaiooaI via: \ftSideDt of law and IOvernment
d:idn and aenera1 counsel. '"This is an incmfi.
bIy cornpIiaIIM area. Ido this 365 days a year.
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and 1cm't look at aD thole provisions without
• haWIi to IhiDk about SOI'Dt of !hem for a Ioua
a-·to 1hink throuIh the impIica1ioos."

As the pIir'. HoUle biIllaquiabed in c0m­
mittee without a hearina. the sponsor of the
Senate', telecommunicalions bill, who hadn't
IeeIned inl2ft5ted in movinI his bill 6nt. IUd­
denly decided to move it aJotIi. Soun:es say
Sen. David Sibley of WIl:O was pressured into
doini so by 1.1. Gov. Rick Pmy, who presides
over the SenaIt. Sibley ailed BeU and AT&T
to the table to negotiate a compromise. The
two companies agreed on a bill in mid-April
that COIlSUlllel' groups and smaller phone c0m­
panies opposed. The deal was struck even as
the 'IV ad war was being waged on iuD throlIIe.

The bill passed unanimously on the Stnate
Ooor with no ~ndments and almost no di.
cussion-something unusual for a bill of
such magnitude. Perry reponedly had put
out word that he wanted nothing introduced
that could derail the so-called compromise.

Sen. Chris Harris of Arlington took to the
microphone on the Senate floor as the bill
zipped through the chamber and asked Perry
jokiDgly. "Why the freight 1nin?"

He didn't get an answer.
The Senate bill became the vehicle from

which l1w House would debate tel«omm~
cations. But when it arrived at the House sc.
~ Committee to be heard it had been sie­
nilicantly rewritten. The new biB IlI<n doaeIy
resembled House Bill 1701-the origina1 BeD
wet-dream version-than the bill that had
passed the Senate.

Van de Pune says she and Goodman over·
saw the revisions in the Senate bill and insists
BeU didn't call the shots. Yet durlni the c0m­
mittee hearing, Van de Pune and GoodmIn
had to admit that SOllie of the language in their
bill conflicted with their intent On the WIll!
night. the two offered 20 arneldments to steer
the bill closer to the form it was in when it
passed the Senate. A few days later. they
brought 38 more.

It aU begged the question, Whose bill was
this that stood before the House State Alfairs
Committee? It cenainly wasn't the Senate's.
And it did not appear to be Goodman and Van
de Putte's.

Clearlv, it was BeU's.
.~ Goodman stood before 15 peers who

make up the committee. he was quiddy 10sing
face because he and Van de Putte had lost con­
trol of their own legislation.

"I was not invited to any of the negotiations
on the Senate bill: Goodman told the com­
mittee sheepishly, with Van de Pulte shaking
her head that she hadn't either. "I don't know
what was agreed to. because 1wasn't there:

Then, in a burst of honest emotion that
showed that Goodman is one of the good
guys but also that he is overwhelmed, he
confessed. 1'his may not be the greatest bill
that this Legislature ever heard, but I'm
going nuts with this damn thine...They (the
Senatel decide they don't want to pass a bilL
Then they decide they do want to pass a bilL
Then they decide they don't want any
amendments on the lloor. And then people
bring me stacks of amendments...And it'.
like, 'Well. Senator Sibley~ to put this
on, but they had a brokered deal over there,
and he didn't put it on.' We1L ) don't 1aIowr!
And if1sound frustrIled. 1am.

"I set questions from reporters: How much
money did Bell give you? And how much
money did AT&T iift you? And I hive l&nt·
year leeislatonI threatened by one side or
the other, ) have people comina'0'Ierand II)'­

ing, 'Well hen. we siIned on to your bill It's
a great bill' And they bavm't rtad the bill!"

Both Van de PulIIe and Goodman know that if
\eci$IIIIn adl.IaIIy nsl their biD, they1IOUIdn\

',;.~.~11l~i&-J'~~ .
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policy is muddy at best and the ever<haniini
~ of the biB makes it next to impossible
to decipher, esp«iaIIy for \eeislatDn IlIYing to
~ with hundreds of other issues COIIIiDi to a
head in the waning days of the session.

"I find most of the House membm 1ft just
scratching their heads. not knowilli really
what to do: says Rep. Keovin Bailey of Houston.
who has an advantage over most because he
sits on the State Allain Committee. 1'his issue
is 10 cornpIex. most of the House-and 1was
in this category before I was on State Affairs­
reaI\y doesn't laIow the issues and what to do
on the issues.

"I'm going to by to get the best deal in terms
of rates that I can. if 1can figure out who's
offering the best deal. But I'm not even sure
on that..

It appears nothing can stop the Legislature
from ramming through a telecommunications

" ".'" I'f I '.'. '1" t., I· t I • ", ,'1 "

bill this session.~ not the legislators'
own sense of self.control. A few weeks ago,
House membmcal\ed Bell. AT&T, and other
interested parties together for aprivate sum­
mit to try to hatnmer out yt't another compro­
mise. Inside the meeting room. the parties
were greeted by a 1arge drawing 1*1.

On the first page was a picture, drawn in
black marker, of a ,hoo-choo train engine
pulling a freight car ..ith -sa 5liO" written on
the side-SB 560 as in Senate Bill 560. the
telecommWlications bill Wlder consideration in
the House. The train was lea\ing the ~tion.

On the second~ of the pad was a draw.
ing of tickets alongside a hangman's noose.
The~ was clear. Hop on board or pay
the consequences.

The third picture depicted srniling passen·
gers inside a rail car effortle5s1y gliding
along the tracks on a beautiful. sunny day.

Those .....ho hop on board this moving train
experience bliss.

The 6na1 dm-ing 1O-as ofa damsel in distress.
tied to the train tracks. moments away from
meeting her demise, See "'hat happens to
those who don't get on board?

They get run over.
The artist was Rep. Kim Brimer of ArlingtOn.

a member of the House State Affairs
Committee, He says he was trying to add lev·
ity to the situation as well as make a point to
the negotiating parties.

Tht}. surely noticed that Brimer's art exhibit
did not include a sketch of a brakem:lJl.

[)a\id Cole. 5o)uthwe~tern Bt.-tl"5 T~xas ;Jl\'5i·
dent. ha5 put a5ide an hour to have 'und: "'1th
his "ife. Sandy. and his two low·headed :od·
Continuo" on p ••o :I.
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d~ included S74,iSO to the Greater Dallas
Chamber oj Commerce. $i2.500 to the Fon
Worth Chamber of Commerce. and S21.300 10
the Central DaUas .~sociation.

BeU's external·ilfllirs employees are in the
business of making friends "'ith the movers
and shakers in their communities. including
legislators. TypicaUy. they don'l talk to legis­
Ialors about the nitty-gritty details of legisJa.
tion. Cole says.

"If there's an opportunity that they can talk
direetIy to their legislator. we rive them that
opportunity: hr: says. '1be~ folks are not
involved in any strategic thinking as to where
we are trying to take our company. But these
people playa key role in their communities. ,
guarantee you. we don't have them out~
as a foal point for our legislative aaenda.•

The contacts may be ~nign, but they are

ObVIOUS))' )nt~nd~d 10 help advancr: Br:II"
objectives by building friendly relationships
with those ""ho control legislalion. Raul
-Rudy" '-1artinr:z, .1 Bell external·affairs
employee and chairman of the Arlington
Convenlion and \Isitors Bureau. ga"e Rep.
Toby Goodman a ticket 10 join him at Sun
Devil Stadium in Tempe. Arizona. in 1996 to
watch the Dallas Cowboys ",in Super Bowl
\."0:. Goodman sa\'S he has knO"'l1 ~Iartinez
for about eight years and mentions that their
children attended the same high school.

"'The only thing I got was a ducat in the end
zone at Sun [)ffl Stadium where they over·
sold. and the guy in the seat next to me
~ 300 pounds.· Goodman says. "If any.
one thinks giving me aSuper Bowl ticket in1Iu·
enced me on this bill they justdon't know me:

Bell external·affairs employees also play
social director. Lisa Hughes. an area vice
president based in Austin. spent .~2.1!19 ",in·
ing, dining. and entertaining legislators, their
staffs. and their WniIies dwing the Iirst three
months of this year. according to reports at
the ethics commission.

The~ also indicate that Brad ParTOn.
an external·affairs vice president in San
Antonio, routinely lnalS legislators to rounds
of golf, such as when he carted Rep. Joe
Driver of Garland around Austin's Barton
Cn.'ek Country Club in February.

BeD is far from the only compan}" "'ith lob­
byists .110 Inat legislators to dinners. drinks.
and golf games. But it may be the only ,·om·
pany that u~s its own employees. usually
based in the legislator's hometo\\11, to do it

"Southwestern BeD is unique in that there
is no other corporation or institution with
operations that are so pervasive that they lit·
erally have a physical p~nce and l:'mploy·
ees in virtually every single legislator's dis­
trict· says Rutan of AT&T.

BeD. which operates in live states and has
its headquarters in San Antonio. does its busi­
ness out of more than 2.800 buildings across
the state. It has more than 37,000 employees
in Texas. including about 7.000 employees
each in Dallas and Houston.

AT&T. with its corporate offices in ~ew

Jerwy. has 9.000 employees in Texas. many
of ...hom work in a regional service center
in Dallaa.

About 25.000 BeD employees in Texas are
members of the Communications Workers of
America (CWA). During hearings on the
telecommunications biD, BeD's union workers
have packed the back of the committee room.
wearing round, white stickers that sal'. -For
Jobs. HB 1701."

Taking money from BeD by reducing long·
distance access charges hurts the company
and therefore threatens jobs. says Joe Guon.
president of the Texas AFL.c,O. for which
CWA is the largest affiliate. Gunn. a former
BeD employee and CWAunion boss. says the
federation takes the general position that
wbat is good for Bell is good for the union.
And CWA members. at BeD's ~hest, aren't
shy about reminding some leiislators. mostly
Democrats, that the union has been good to
them in the past by helping in their election
c:ampaiena.

"We he\p the legislators in some districts
,et their jobs; now we're asking them to
help us keep ours,• Gunn says boldly.

AT&T has CWA employees too. but only
about 4,000 of them.

AT&T also cannot match Bell's totals in
CItIIJlIIiIn contnbutions. BeD's political action
COIIIIIIittee doDated about 8450.000 to legisJa.
ton and statewide elected officials in 1998.
compared with the $150,000 given by AT&rs
PAl:., accordilII to ethics commission filings.

~"INI".tIItiIIc:IuQe cIeoations fI'i\Ien.................~..._.....iIIIII_... direclIy by company executives or lobb)ists.

(Dlr »1J i»}]jJ!/!DIIIi~lt:m1t t1Kt tM
n"mDcr 'I~ ll~c~lVin(, Most ot cholt tolJcs
don't reaIIy lobby legislators, he says. but BeD
wants to abide by state ethics laws. so it regis­
ters them in case a contact should occur.

It is true that much of a legislator's contact
with Bell occurs outside ot Austin. in the
home districL Of Bell's 9S lobb}ists, about 70
are employed b}' either BeD orSBC. Otthose,
about 60 are external·affairs managers, who
are company emissaries ianned out across
the stale.

They are BeD'sgoodwiI1 ambassadors: some
_ on school boards, and aU are active in
chambers of commerce. They take part in
community economic development and edu­
cation projects. They are the faces ~hind

BeD's inveslment in community involvement.
The company spent S6.4 million from 1995 to
1997 in dues and membership k-aa:ordina.

Itl... M•••11

di;;;,'o-;;t;is;; ,;';.-:-are-;eat for
Cole. who directs BeD's government attain
and community relations from an office six
blocks from tbe Capitol. One of the boys
pointed to the building recently and said,
"That's where Daddy lives.• ,

Durioa the legislative session. that's about
right Cole is the commander ofan operation
that spends about $12 million ayear to in.8u­
ence the Lerislature. accordinl to repo"s
the company files with the Public Utility
Commission.

This legislative session, Bell enlisted 9S
lobbyists. Another four represent BeD's par.
ent company, SBC CommwticatiOll5In<:., and
nine more lobby for the Texas Telephone
Association, ot which BeD is a key member.

The volume of lobbYists is obscene. But

(
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think it's In improper factor for a \eiisIator
to coosider the commitment that a particu­
lar comploy hiS to the state: be laYI.
"What concerns me is a situation where that
winds up beiDa the sole de~l'Illinina factor,
where Southwestern BeU's ability to be gen­
erous in the sta~ of Texas is in larlle part
created by things like profits &om the exct&­
sive access cJwie"

RUlall areues that BeD clean S800 miDion
in profits becaule of In infla~ access ~.
He also notes that in Novrmber, a PUC
study de~nnined BeU was rinlling up $288
million a year in prolits that, prior to 1995
deregulation, the PUC would have ordered
the company to return to consumers. Hr
multiplies that number by four, one for each
year siDce the 1995 reforms were passed.

"WeD." he says, "that's $1.2 billion. and they
gave back S400.s0me million. Maybe they
should have been aIitlIr moreJaIefOUS.•

(

The disclosures at the PUC indica~ that
Bell gave S31.6 millioD in charitable and
other contributions &om 1995 to 1997. most
of it funDeIed throuIh its parent company's
foundation. Bell estimates that its charitable
contributions are $14.1 million annually,
with $1.5 million aoiDa to DaDa.area chari­
ties. Contributions are both big and small.

"We know if we need help, Southwes~rn
Bell will be there to assist in some projects
that we may have: says Puente, the San
Antonio legislator. "For example, I had a
hillh school mariachi group in my district
that didn't have any uniforms, and I men·
tioned it to Bell. Sure enoullh, they spon­
sored their uniforms."

In lleaTing up for the lellislative -.ioa,
Bell sent correspondence to lawmakers
remindinll them of the company's financial
investment and philanthropy in Texas.
goinll as far as to break out the numbers by
lellislative district. In a January newsletter
that Bell called its "Report to Le,islaton,·
the company heaped praise on itself for I
$461 million investment. even though
almost an of it ". required under the 1995
teIecommunicatioDs reform law.

BeD spent S308 million to IIPfI'llde its OWII

facilities and another $153 million to build
new telecommunications infrastructure
(such as the in~malwiriDllnd other equip­
ment needed for higb-speed Internet
1CCeII) for schoola. b"braries, and nonprofit
healtlKare centeno But Bell dieID't make
much noise about the fIct that the compay
was oblillated to do these things by the
14is\ature itIeIf.

Lellislators required the investment in
schools, libraries. and nonp-olit hospitals as a
coun~ to the perks ite- BeD in the
1995 reforms. which iDcluded the ability to

riDe up exlI'a profits without beinll subject to a
reguIatcd r31t cut BeD is makini the most of
it, usinll the required contributions to further
endear itself to Iellislators.

In separate co","pondence, BeD gave Ielli.

BOTH VAN DE
PUTTEAND
GOODMAN

KNOW THAT IF
LEGISLATORS

ACTUALLY
READ THEIR BILL,
THEY WOULDN'T
_~ETO

UNDERSTAND FE

laton a rellional breakdowil Ustinll the com­
IlIUIlities in which thecompany had upgyDd
its facilities as weD as the ICbooIs, libraries.
and bospilaIa tbal had receiftd new facilities
and IeI'Yice diKountL Cole makes no apolo­
liesb'thIL

"Irs a direct contribution for the benefit of
our chiJdren here in the sta~ of Texas: be
says.

BeD's crowiIt& pierces the eIl1I of AT&Ts
Rutan. who continues his blood feud with
BeD even though the companies agreed to a
deal in the Senate and could shake hands in
the House before they're through. "I don't

•~..-"-.."...-." ..-.....~4~+...... -.~:;.. -.-.... -...: ~- .'.

original bill. Turner came on board a,; 3 co­
sponsor of HB 1iO I-a triumph for
Southwestern BeU. Turnrr says he belit'v('S
thr bill pn1l'ides benelits for con~umen b\'
lowering access~ and cappinllthe ba$k
residential phone rate.

He also believes BeU is providinll benefits
to his distlict and blacks lhroullhout Texas. a
factor that he frerly admits has tretered him
toward supporting the bill that Bell wanlS.

-Community partnrrinll is not resaieted to
Southwrstern Bell: hr $ays. -If AT&T
wantrd to do thr same thinll and show a
grea~ attachment to the disaiet that I :Serve
and to this state, I am morr than willing to
evaluate them accordinilly 3nd respond ICi
them accordinilY. But don't come to the tlble
and ask mr to servr you when you arr not
willing to reach out and become a participant
in my district and the stair ofTeX8$.•

Rutan says AT&T is at a disadvantagr by
virtue of the fact that it is one-fourth of BeU's
si2 inTexas. "We makr major contributions

When Rep. SylvescerTumer decides whether to charitable causes all across the country.
to SIIJlPOI'l ~lecommunicalions Iegislatioo. he but we are present in 50 states.·
considen several facto". The merits of the But in AT&T. Tumrr sees only a company
biD isOll1y oneoftbem. investinlltens of billions of dollars to
"Southwes~rn BeD has tUrn an qgres- acquire cable and other phone compani~s.

~ position on WlIIlq to be • community He sees a company spending millions oi dol­
partner, and I put value 00 thlt: says the lars on lV ads to influence lrgislators. -.-\U I
Houston Democ:nt. whose diItrid is about see is • company hradquartrrrd in '\..w
SO perceIIt black. Jenry," he says.

AHarvard LIw School graduaR aervinll his In Southwestern BeD, Turner says he ;ees
11th year in the House, Turner is one of the a company commi~ to hiring. promotir.~.

Lellislature's most effective champions for' and contraclin, with African-American;;
Texas' disadvantaged. He also is vice chair· within his district and across thr ·state
man of the House State Allain Committee AT&T can talk about a commitment. but
and the only African·Americ:aD on the 15- Turner ares it in BeD every lime a comp;lllY
member panel. which has the power to manaler who is black and from Houst.:·n
~ or spike ~lecommunicaDoasIeIis1a- pays him a visit to lobby.
tion. A1U:r some changn were made to the C tl ~.

{
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"J Speak very loudly ami clearly: Be IeIIIi­
live to the needs of my district. aDd )'OU wiD
always. always get a ~ry rec::epti¥e ear from
this legislator: Turner..,..

,

(

(

inherited lbe CCII1iIioD when me took the
job last IUIIIIIIer. '1D mro.peet. the JlIrtDer­
ship backed illelf into I comer by makiIII
ill ouly public iIIue _ nIIn."

MCI WoridCom and SpriIat alrelCly had
proved that aD illtere1t ill loweriq acc:a.
rates wam't ellouP to jump GO the side of
COIlSlllDen. 1bote two Joar-distaDce compe­

It _med to makr perRet stnle at the time. nies opted to side with BeU in this fi,bt
Trus Citizen Action, I consumer fJ"Oup when it became c:eruin that Kces.rate
advocatiDa: IDO~ competition in local pboDe redUClioDl woWd be the c:euIIr'piec:e of ID1
servia. and Luis Wilmot, who bas IPellt hit telecommwlicatioaa bDL MCI and Sprint
whole life fightinJ for the little f\IY, woald focus primarily OD busiDela c:ustomen IIId
enter into a coalition with AT&T and smaI1 lberefrJre 1ft baraRd fir _ by the..
local and Iong-distallce pboae CllIIIPIDieI til tiaI daqen of IfaDtiIlI BeD broil! pric:ina
challeuge Soutbwestenl BeD's outrapousIJ klD"biIilr ill local pbooe Ift'rice,
~I~ accewcharta AT&T, wbicb juIt iDfttad.bi1Jioas of d0l-

And tbllll, the Partnmbip iIra~ Ian to buy TCJ Cable, etIYiIions itself u a
TelU _ born in the __of1_'Ibe COIlIUDIIeI"s aoIr: JlI"D'rider of~
lady io the clouds bec~ a 'n' fizture tiona tenIoeI. inc:lucIlq local pIIone, 1011I
shortly aft!,r that distaace. biPtPeed IatmIet. IIICI c:abIe 'tV,

Coalition memberl bad di&rent inlet'nlI It needs tn be abIr tn compete ill Ioc:aI phone
but a common eoemy in BelL But wbeD sam becauR !bit is the IikeIr entry point
AT&T unilaterally eDtered iIItn a COIDJll'O' intn ahome where the c:oqJ8II)' can puIb ita
mile with BeD by sicninI off. tbe SeaaIie', GCber .....
telecommuniations biD, the queIlion bad lID More tbID AT&T, it, the IIIIIIllllld IIIid-
be ..ked: Wc~ die coalltion', _samet siae.pIloae " agretIIIift upItal'ta
'epi eseul:lliiEi DOlbinIIDOI'e !baD .... ill lib DII1u dAIleciIDc:e Telecom and
AT&T, c:besI.-widlBe& the deep po,*elieII 'n-W__ Telecom,

"lbe pIrtDenbip came toJetber becauR 1!Iat are IDOIt inaereIled in mak:IDa 11ft Bel
-rmember _1oc:aI pbooe C:Ci!41li1iw: does lICIt IUCICeell ill ta1dDI the PUC oat at
• ~" 111I Holbrook-While. Te:III the pimre. Ther are c:oDc:cl'1lcd abollt t.-='~lp
CilL 'ldl ."ae liR.': •• II. • _ ••••~_--.-__~""""'_
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predatory pricinr and therefore have had
the dif6cu1t task of having to make the con­
ceptual argument to legislators that rate reg­
ulation i' necessary to keep consumer
~ hifh. at least until the market is truly
competitive. They. too. were pan-of the
coalition with AT&T and consumers. And
they, like the consumer reprt'senlatives,
opposed the Sena~ compromi5e.

"I'm not sure consumers are a whole lot
better offwith two competitors than they are
with I monopoly."~ Charlie lAnd. execu·
tive director of TEXAl.TEL. an association
that reprelellts some of the small and mid­
siJe phone companies.

Wilmot came to the coalition II executive
director after spendin, three years as I
reeioaal collllld for the Mexican American
Leral Drlenle and Educational Fund
(MALDEF') in s.n Antonio. Before that. he
wa, Gov. Ann Richard,' appointee IS the
.ta~·, advoca~ for utility conlUmers.

Now. he is faced with reconcilinr con·
sumer interests with thOle of AT&T and
bavini to make exCUIeI when those inter·
ests collide-like whenAT&Taereed to the
Senate bill arainst the wilhes of itl con.
surner parlnertl. WIlmot laYS the partner·
Ihip's multimillion·dollar ad campairn.
funded aImolt exc!ulively by AT&T, IUC'
ceeded in that it exposed BeWI inflated
a«eII cllal'aft. But when asked whether it
failed by helpinr ensure that Bell walkl
away from the 1999 \egislatiYesession with
danteroul dererulation advantl(el, be il
Ies1II8tIreC1.

M WUmot sen it, consumers owe Inti­
tude to AT&T iIr It 1eIst bavinr the ruta to
take on Bell over access char,es. Bell
undoubtedly would bave ,one to the
Lerislatuft tbil7NI' uIrilII for pric:inr 1Ielli­
bility and for the PUC to be cut out of the
procesl. At \eaIt now, Wilmot 11)'1, lIlXeII
reductioDi are JlII'l of the deaL

The real queatioD for CODlumen il
whether the harm ClU.ed by derqulated
pricine it made up IDr by the benefit of the
Legislatuft's IIlIIIdatiDe lower lIlXeII ratn.
Conlumer advocates, by virtue of their
oppotition to the Senate compromille biD.
are IIYiDe it it DOt.

The lint illue is whether the acce.1
reduction. wi1I be passed on to conaumen
equitably or e\'l!tI Ii ail AT&T ofliciall Mvit
pJedred to the PUC that it wiIlllow throu,rb
~ retlue:tions to conllUDle/'l, but
some \egitlaton are not COIIYinced the PUC
will be able to determine whether that',
even happeninr. BeD 10bbyilCl are fond of
aakinr, Why it AT&T PlIIbine 10 hard for
access reduction. if all that money is aoinI
back to consumen?

A1truilm certainly il not AT&T. motive.
but the COII\JlIIIY IikeI the idea of takinc' prof.
its lIWlI)" from BeD. which standi to lose about
$100 million annua1ly per penny of IIXeII
reduction. The Senatr compromise phueI in
I reduction, staI1inc It 1cent and IfIdIlIIiDI
to 3.5 cents, which _ Bel1 staDda to IoIIe
II mudllI S350 milIioD a,...

W"'tlmot laYS he it conriDced AT&T will
pall on the IIvinrl to conlumera. Of
COlU'lll!, he also considertl AT&T I putaa'.
albeit one with the upper band.

"A number of timeI tit! h~ lODe Cl'lIII­
eyed with AT&T and had yel1inr mau:beI."
he ..,.. •And If ODe of UI doesn't like It.
there'lthe door. Of coune. it wouldn't be tbt
door for tbem. It-*I be the door for me.•

That IC:eUrio dae.a't lIIIb it 1OUIId.1f
conlumen aDd ATilT make very,ood
partners, DO matIer what tile \adJ in thedouU.,...· .... ...
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In Phones, the New Number is Four
By Stephanie N. Mehta

03/08/1999
The Wall Street Journal
Page Bl
(Copyright (c) 1999, Dow Jones & Company, Inc.)

Once there was just one giant phone company. Then the Justice Department
broke up the most far-reaching monopoly in U.S. history: American
Telephone & Telegraph Co. That set the stage for years of chaotic
competition between dozens of little and large players.

But now, after a series of megadeals, the phone industry is coalescing into a
quartet of supercarriers -- AT&T Corp., MCI WorldCom Inc., SBC
Communications Inc., and Bell Atlantic Corp. The pendulum swung from
monopoly to fragmentation and is now settling in between, at oligopoly.

In numerous other industries, from airlines to tobacco, oligopoly is a
time-honored business arrangement. But with phones, the arrangement raises
special concerns, particularly as the industry pushes into areas that aren't
regulated.

Wireless carriers, for example, aren't obliged to serve everyone who wants a
cellular phone, so people with poor credit can be denied service. Similarly,
the burgeoning megacarriers won't be required to serve everyone as they
branch into new markets and services. As the industry titans battle for the
choicest customers, some people -- and some communities -- may fmd
themselves left on the sidelines.

None other than AT&T is leading the way in industry consolidation. The
long-distance provider expects to soon close its $44 billion deal to buy one of
the country's largest cable players, Tele-Communications Inc. AT&T intends
to use the cable operator to bypass the Baby Bells and deliver local-telephone
service, high-speed Internet access and entertainment to millions of
residential customers.

AT&T has also formed an alliance with Time Warner Inc.'s cable unit, a
move that should allow AT&T to offer local phone service to about 40% of
the country.

AT&T is also moving fast in the hot field of cellular telephones. After buying
enough cell-phone companies and licenses to give it nationwide reach, AT&T
launched a hugely popular flat-rate, nationwide calling plan that has sharply
reduced the cost of wireless calls. Rivals are now scrambling to offer their
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Two of the fonner Baby Bells have also emerged as giants. SBC, based in
San Antonio, has been involved in a whirlwind of pricey acquisitions,
including its purchase ofsister Bell Pacific Telesis Group in 1997. It is
currently waiting for regulators to give a green light to buy Ameritech Corp.
for $75 billion, a move that extends its reach into the Midwest. SBC has
promised it will offer services to businesses and ultimately consumers in 30
new markets outside SBC's and Ameritech's local-service territories if
regulators approve the deal.

SBC's growth has been matched by Bell Atlantic, which has already
swallowed Nynex Corp., another Baby Bell. Earlier this year, Bell Atlantic,
based in New York, made a daring play in the cellular field by trying to scoop
up AirTouch Communications Inc., only to be outgunned by London-based
Vodafone Group PLC. Bell Atlantic's $65 billion merger with GTE Corp.,
which needs government approval, is pending.

Meanwhile, MCI WorldCom has completed more than 50 acquisitions in
recent years. Its strategy is to build a huge international network and
concentrate on serving big multinational business customers, where the profit
margins are high. Sprint Corp. and local carriers BellSouth Corp. and U.S.
West Inc. have stayed out of the merger fray, arguing that they can serve their
customers without major acquisitions. But analysts say that the companies
will need to get bigger to compete on a national scale.

Reed Hundt, fonner chairman of the Federal Communications Commission
and a senior adviser with consultants McKinsey & Co., says consumers will
be better off with the new oligopoly. "There will be multiple national carriers,
a handful of local regional operators and great variety and tremendous
creativity in marketing," he predicts.

But rural home owners, low-spending phone users, and small businesses may
not enjoy the choice and lower prices that this competition will bring to
corporations and big-spending consumers. "There is a large percentage of
telephone customers that nobody wants to serve," acknowledges Royce S.
Caldwell, president of operations at SBC. "It is unrealistic to think that every
customer is attractive to the marketplace."

Fred Peralta, mayor of Taos, N.M., would love to see competition for the
town's 5,000 residential customers with local carrier US West Inc. But he
worries that companies can't justify spending millions to build new phone
networks in rural towns with the hope of winning a handful ofcustomers.
"It's just not going to happen," says Mr. Peralta.

Indeed, Taos isn't on SBC's list of 30 new markets it plans to serve initially if
its Ameritech purchase wins approval. And TCI doesn't serve Taos, making it
an unlikely candidate for AT&T to serve immediately.

Even some urban areas may have to wait to see new choices and new
services. Dallas appears to have the potential to be a hotbed of competition:
It is served by SBC's Southwestern Bell unit and TCI. And since GTE
provides local service in the Dallas suburbs and to a small number of
consumers in Dallas itself, it too is a potential rival.
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But the lack of competition in Dallas so far underscores the difficulty of
delivering competing local-telephone services in a business with a unique
combination ofheavy capital equipment and a crazy-quilt of regulators. Tel,
for example, first must upgrade its cable to add more capacity and two-way
capability -- a project that won't be completed until the end ofnext year,
AT&T has said. "This vision cannot happen overnight," C. Michael
Armstrong, AT&T's chairman, said in recent testimony before the FCC.

Local phone service, as long as it depends on a wire running into a customer's
home, is a natural monopoly. It is also a vital service. The local phone market
thus continues to be heavily regulated. Residential telephone rates are held
artificially low by state and federal regulators -- and federal subsidies help
compensate the Bells and GTE for serving rural areas.

In Patoka, Ind., for example, GTE charges customers $6.20 a month for basic
service. Yet the company says it costs $103.22 to serve residential customers
there. That makes it impossible for firms not receiving subsidies to compete
in the area. "Companies will go where they can make money," notes William
Barr, GTE's general counsel.

Phones
The Big Four

U.S. residential customers, in millions*

AT&T/TCl 80
Bell Atlantic/GTE 41
sBc/Ameritech 30
MCl worldcom 20

*lncludes customers from large pending acquisitions; some customers
may

Source: companies

(See related article: "Big Business: Let's Play Oligopoly! --- Why Giants Like
Having Other Giants Around" -- WSJ March 8, 1999)
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